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ECONOMIC INDICATORS 
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SUMMARY 


After a marked slowdown in 1981, the economy faces even dimmer 
prospects in 1982. While the current account surplus is expected to 
be in excess, it will be well below that projected only 6 months ago. 


Inflationary pressures, falling oil prices, erosion of industrial 
competitiveness, and the prolonged international recession all 
contribute to Norway's economic malaise. Depressed oil prices and 
the consequent drop in state revenues may mean foreign borrowing to 
maintain projected programs. As the Willoch government grapples 
with these problems, the issue of how, when, and if the Government 
will be able to effect some of the promised fundamental economic 
reforms promised in the 1981 campaign presents itself. Without such 
reforms many observers worry that Norway's industrial base will be 
eroded gradually but inexorably. 


Even with a strong dollar, the United States continues to be a key 
supplier to Norway both onshore and offshore. In addition to 
agricultural products (grains, soybeans, fruit, and vegetables), 
prospects are bright for time saving and laborsaving appliances and 
other high technology equipment. 


(in million U.S. dollars) 


1980 1981 
Machinery and Transport Equipment 639 S21 
Soybeans 89 107 
Grains 84 90 
Coal and Petroleum 82 L425 
Fruits and Vegetables 41 40 
Scientific and Technical Instruments 46 50 
Total All Commodities 


Source: Central Bureau of Statistics 





CURRENT TRENDS 


Problems Ahead 


The economy overall is growing slowly while certain sectors are 
stagnating. A change in this pattern seems unlikely in the near 
term. Offshore petroleum activities, the most important economic 
stimulus of recent years, made a lower than expected contribution 
1981, and weakening oil prices make 1982 petroleum prospects even 
less promising. Stagflation is evident in several important 
manufacturing sectors which are losing market shares both at home 
and abroad. The 1982 official forecast is for 1.7 percent growth in 
gross domestic product (GDP) excluding offshore petroleum activities 
and shipping. Including these two key sectors would yield a 
negative rate of 1 percent, mainly due to an expected 15 percent 
reduction in the value of oil production. On the positive side, 
unemployment continues low. The 1981 current balance showed a 
record surplus, external debt is being retired, and foreign exchange 
reserves stand at an all time high. In addition, a greater 
recognition exists about a need to correct some of Norwegian 
industry's central economic problems. 


DEMAND STAGNATING 


GDP rose only 0.7 percent in 1981 (average annual growth was 4-5 
percent in the 1970's). This reflected the international recession 
effects on trade-sensitive Norway and a leveling off of petroleum 
production coupled with falling crude oil prices. Private 
consumption increased 1.3 percent, mainly due to increased 
expenditures on recreational and educational services. Public 
consumption rose 4.9 percent. Deliveries of new F-16 aircraft 
accounted for one-third of this. Total gross fixed capital 
formation grew 16.5 percent. Offshore petroleum related 
investments, the most dynamic capital investment element in recent 
years, increased by 167 percent. Manufacturing capital spending 
rose 11.4 percent. Public investments were slightly reduced, mainly 
as a result of 13 percent cutbacks in local government capital 
spending. Housing investments dropped 10.3 percent with 34,700 
units being completed in 1981. 


Prospects for the remainder of 1982, in the absence of an upturn in 
the international business cycle, are not bright. Such an upturn 
would have an immediate impact on several major Norwegian export 
industries (metals, chemicals, and pulp and paper) because of their 
relatively low inventories. Total demand, domestic and foreign, is 
estimated to grow 2 percent in 1982 (compared with a .5 percent fall 
in 1981). Private and public consumption is expected to increase l 
percent and 3 percent. This compares with 1.1 percent and 3.3 
percent, respectively, in 1981. Investment in manufacturing, which 
showed strong growth in recent years, is expected to fall 10 percent 
in 1981, combined with reduced 1981 profits and investor uncertainly. 





The manufacturing sector was the economy's softest spot in 1981. 
Production, which had been in decline in the second half of 1980, 
picked up in the spring of 1981 in anticipation of an international 
economic upturn, but then flattened out at yearend. Manufacturing 
production overall was down 1 percent in 1981. In the last quarter, 
production was 4-5 percent lower than 1 1/2 years earlier and at the 
same level as in 1974. In contrast the OECD's average manufacturing 
production growth since 1974 was 10 percent. This phenomenon of 
static manufacturing production over several years reflects in part 
full capacity operation in some of Norway's most efficient 
manufacturing sectors and industry's sluggishness in adjusting to 
new market conditions. 


The import-competing industries (e.g., textiles, clothing, 
furniture, and other consumer products), which have lost domestic 
market shares to foreign competition, have experienced the largest 
setbacks since 1974. 


Export products and capital investment goods accounted for the bulk 
of production increase in the first half of 1981. When the expected 
international business upturn failed to materialize, export 
industries' production leveled or fell off. Unlike previous periods 
of slack demand, export-oriented companies were reluctant to produce 
for inventory, because of high interest rates and lack of government 
subsidies to encourage inventory buildup. 


Inflationary pressures represent the economy's major problems. 
Norwegian industries' international competitiveness in 1981 is 
estimated to be about 20 percent lower when compared with 1970. A 
reluctance to accept unemployment (present level is 2 percent), a 
low degree of labor mobility, and pressure from relatively high 
offshore wages on mainland wages, all play a part in this loss of 
competitiveness. Industrial wages increased 1l1l percent in 1981, 
compared with 9 percent in 1980. Labor productivity was static in 
1981. In spite of a 4-month price freeze at yearend, the consumer 
price index (CPI) rose by 13.6 percent. This was 5 points higher 
than the average annual increase for the 1970's and the highest 
single annual increase in 30 years. Three quarters of this increase 
was attributable to domestic factors including publicly administered 
prices (e.g., utilities, regulated agricultural prices, etc.), 
reductions in consumer subsidies, higher wage costs, and profit 
markups. The Conservative Government, elected in November 1981, 
lifted the price freeze on January 1. The Government hopes to keep 
the 1982 price rise below 10 percent, but prospects of this are 
slim. During the first 3 months of 1982, the CPI rose 5.4 percent 
or 11.8 percent on an annual basis. 





Spring Labor Negotiations 


The current round of spring labor negotiations, which will set the 
pay pattern for the rest of the economy, is being watched as a 
bellwether for the economy's future. The Government has said wage 
settlements in excess of 6 to 7 percent will further erode overall 
Norwegian competitiveness. Most wage claims advanced this far are 
in the 10-20 percent range. The wage settlement pattern should be 
clear by mid-1982. 


Petroleum production, which increased rapidly since the early 
1970's, leveled off at about 50 million tons of oil equivalents in 
1981, and only marginal increase are expected up to 1985. The value 
of 1981 production was $10.2 billion, $4.9 billion of which was 
collected in taxes and royalties. North Sea crude, which averaged 
about $40 per barrel in the first half of 1981, in March 1982 
averaged $31.50 a barrel. Total government petroleum revenues 
between 1982 and 1985 were projected at $30.9 billion 1 year ago. 
Based on current prices, plus rising cost government revenues for 
the 4-year period will be reduced by almost two-thirds. if this 
occurs, it will greatly reduce the Government's economic flexibility 
and might mean renewed foreign borrowing to maintain projected 
programs. For 1982 alone, the recent crude oil price deterioration 
is estimated to reduce government revenues by over $300 million. 


Norway's current account balance for 1981 showed a surplus of $2.5 
billion, an increase of 134 percent over 1980. For 1982 the 
Government has forecast a surplus in the $600 million range, but 
this because of depressed crude oil price may be an overly 
optimistic figure. Commodity exports rose 10 percent to $18.7 
billion in 1981. Exports of traditional goods (excluding offshore 
petroleum and ships) accounted for 50 percent of the total, 
petroleum for 45 percent, and ships and drilling rigs for 5 percent 
Or approximately the same proportions as in 1980. Norway's export 
to the United States amounted to $703 million, a 42 percent rise. 
Notable increases were recorded in Norwegian exports of crude oil, 
metals, machinery and chemicals to the United States in 1981. (The 
above figures refer to Norwegian f.0o.b. trade statistics, which vary 
considerably from U.S. figures and do not include exports of 
Norwegian oil via the United Kingdom.) 


Total commodity imports increased 7 percent to $16.3 billion in 
1981. Traditional imports (excluding ships and drilling rigs, but 
including petroleum) increased only 3 percent. Imports of ships and 
drilling rigs increased to $1 billion or by 165 percent. The 
services balance recorded a $1,805 million surplus (up 9.7 percent) 
which was entirely accounted for by net freight earnings and net 
income from offshore petroleum drilling and pipeline services. 





Despite strong foreign exchange fluctuations in 1981, the Norwegian 
krone, which is valued against a basket of trade weighed currencies 
in which the U.S. dollar accounts for 25 percent, remained 

relatively stable. By yearend it was 3 percent higher in value than 
at the beginning of the year. Bank of Norway foreign exchange 
reserves (75 percent which are in U.S. dollars) stood at $6.5 

billion at the end of 1981, representing about 4.5 months of imports. 


Fiscal _ and Credit Policies 
The 1982 Central Government fiscal budget will be slightly less 
expansionary than that of 1981. The budget surplus before loan 
transactions is projected at $1.6 billion or 12.5 percent higher 
than in the 1981 budget. Offshore oil royalties and taxes, which, 
unlike other taxes do not significantly reduce domestic demand, are 
expected to account for $4.8 billion and bring the otherwise large 
budget deficit into balance. To offset the budget's stimulatory 
effect, the Bank of Norway will follow a tight credit policy in 
1982. The bond market was liberalized in 1980 when limited bonds 
issuance for most industrial sectors was permitted. This 
liberalization, which permits Bank of Norway increased liquidity 
control through open market operations, still leaves the Norwegian 
bond market a tightly controlled one. Commercial and savings bank 
lending to the private sector and local governments increased from 
Si.7 billion in 960 to: $2.3 biliion- in 19s... To counteract the 
expansive fiscal policy, the target for 1982 bank lending has been 
reduced to $1.7 billion. 


The minority Willoch government, Norway's first conservative 
government in 53 years, passed its first 100 days in late January. 
Among the Government's primary platform goals were economic 
revitalization and a more open competitive business environment. 
The Government depends on support from two other parties (the 
Christian Peoples Party and the Center Party), whose economic 
interests are not always identical with the Conservative Party. 
Given this plus the international recession and other forces 
resisting economic change, there are many factors working against 
the easy enactment of substantial economic revitalization 
legislation. There is, however, a growing awareness among all 
political persuasions that some fundamental economic renovation is 
needed if Norway's industrial base is not to be further eroded and 
lead to graver long-term economic and social problems. Efforts to 
achieve a majority support for economic revitalization will be high 
on the Willoch government agenda in 1982. 





IMPLICATIONS FOR THE UNITED STATES 


The United States continues to be a key supplier to Norway, both 
onshore and offshore. Even with the strong dollar, according to 
latest Government of Norway statistics, U.S. sales to Norway in 
1981 were up 14.9 percent to $1.5 billion on a c.i.f. basis. The 
offshore oil industry will continue to demand the best in US 
technology, goods, and services to cope with the unique North Sea 
environment. In spite of ambitious "Buy Norwegian" goals, the U.S. 
can remain a prime supplier either through direct sales or via 
licensing projects with local firms. The recent awarding of a $150 
million contract to the U.S. firm McDermott International for a 
major kilometer pipelaying project to bring Stratfjord gas to the 
mainland bodes well for future U.S. sales. On the other side of the 
coin, Norwegian companies in greater number are setting up 
Operations in the United States. For example, 48 Norwegian 
companies already have operations in the Houston area alone. 


The mainlan Norwegian economy must continue to seek to increase 
productivity and minimize its high production costs in order to keep 
its traditional export products competitive. Thus, prospects for 
sales of timesaving or laborsaving U.S. equipment bright. Several 
major plane and helicopter sales to Norwegian firms will keep the 
United States as number one supplier in the aviation area. Other 
product categories with long-term potential include process control 
equipment, laboratory, scientific and engineering instruments, 
computers and peripherals, electronic components, personal safety 
and industrial security equipment and systems, and printing/graphic 
arts equipment. In the agricultural field, the United States 
remains a key supplier of grains, fruits, and vegetables. Soybeans 
alone accounted for some $107 million in U.S. sales in 1981. As 
Norwegian tastes change and per capita income increases, the market 
for U.S. food products should be even more buoyant, in spite of 
Norwegian Government protectionist polices for its small farm sector. 


The Embassy, working closely with the US Department of Commerce and 
its District Offices, has a wide variety of programs and excellent 
inhouse facilities to help U.S. firms initiate and maintain lasting 
business links with Norway. In August the United States will 
officially participate in "Offshore Northern Seas" in Stavanger with 
an exhibit in this major international oil show. 





